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IJiu Courier 

EX PARTE 

September 6. 2007 

Ms.  Marlene H .  Dortch, Secretary 
Federal Communications Commission 
445 1 2 ‘ ~  Street. S.W. 
Washington. DC 20554 

Re: I n  I I I K  Mutter ufPr/ition of &vest Corporation,Ji,r Waiver of Depreciation 
Regidation Pursuant to 47 C.F.R. fi 1.3 - WC Docket No. 05-259 
Reauest for Confidential Treatment and Justification 

Dear Ms. Dortch: 

@est Corporation (“Qwest”) requests confidential treatment of certain information contained in 
.4ttachment A to the appended exppcrrle Letter from Phil Grate being filed in the above-captioned 
waiver proceeding in response to questions from Federal Communications Commission 
c”Commission”) staff: Qwest previously requested confidential treatment for the confidential 
information contained in Attachments G. H, 1. K: L and the Worksheets in Attachment M and 
herein rcnews its request for confidential treatment of these Attachments (which each have 
attached to them the confidentiality requestsijustifications that were included with the 
submissions when they were initially filed in this docket). Attachment A to the Grate Letter that 
includes confidential infonnation (that is, the non-redacted version) has been marked 
“COKFIDENTIAL - NOT FOR PUBLIC INSPECTION”. Attachments A, G, H; I, K, L and 
the Worksheets in Attachment M are also marked likewise (as previously submitted). Qwest 
requests that the non-redacted. confidential version of this expurte be withheld from public 
inspection. 

Vu-est considers certain information contained in Attachment A to the Grate Letter -- pertaining 
i o  dctailcd data associated with GAAP depreciation and differences between GAAP depreciation 
and regulated depreciation data -- to he confidential. This information is confidential financial 
infbrmation that is “not routinely available for public inspection.” As such, Qwest requests 
confidential treatment of this information and is filing a non-redacted version of the submission 
pursuant to both FCC rules 47 C.F.R. $9 0.457(d) and 0.459. Pursuant to C.ommission rule, 47 
C.F.R. 5 0.459(b), Qwest provides justitication for the confidential treatment of this information 
in the Appendix to this letter. 
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Qwest is simultaneously submitting. under separate covers, both a confidential version of this ex 
purre including the Grate Letter and the confidential .4ttachments (as well as the non- 
confidential Attachments) and a rcdacted version of this expane including the Grate Letter and 
the redacted versions of the Attachments (as well as the non-confidential Attachments), which 
are marked “REDACTED - FOR PUBLIC INSPECTION”. wherein the confidential 
informarion has been omitted. Both the redacted and non-redacted versions of the expurte are 
heing served on Staff of the Commission‘s Wireline Competition Bureau as indicated below. 

Included with hoth the non-redacted a id  redacted submissions is the same copy of the Letter 
from Phil Grate. Director-State and Federal Kelations, Qwest, to Ms. Marlene Dortch, Secretary, 
Federal Communications Commission. dated Septenibcr 6,2007, which contains no confidential 
information. As well. included with the non-redacted submission are the non-redacted responses 
to the questions of the Staff (Attachment A); included with the redacted submission are the 
redacted responses to the questions (Attachment A). For the non-redacted version, Qwest is 
submitting an original and one copy. along with a second copy to be stamped and returned to the 
courier. For the redacted version. Qwest is submitting an original and four copies, along with a 
fifih copy to be stamped and returned to the courier. 

I f  y u  have any questions concerning this submission. please call me on 303-383-6608. 

Sincerely. 

,,‘si h i o t h y  M. Uoucher 

4 tt ac hment 

Cop! (\,ia c-mail and hardcopy) to: 
Albert Lewis (AIherl.le\yisfiLfcc.eo\) 
Donald Stockdale ( ~ i ~ i a l d . s i o c ~ d a l e ~ u i f c ~ )  
Deena Shetler (Ucena.shctlcr;ij’lcc..c,\) 
Cindy Spiers ( C i n d \ , . s p i e r s ~ ~ f ~ c . ~ o v )  
Jay Atkinson ( J a \ ~ . a t l t i n s o n ~ ~ ~ ~ ~ . ~ ( i \ , ~  
Ilouglas Slotten (Dourlas.slotten~~,fcc.cov) 
Bryan Clopton (H1.van.clopton:ulfcc.rro\.) 
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APPENDIX 

Confidentialitv Justilication 

Qwest requests confidential treatment of certain information provided in Attachment A to the 
appended exprrrle Letter from Phil Grate filed in response to questions from Federal 
Coinin~niicatioiis Commission (“Commission“) staff because this information is confidential 
financial infomiation that is not routinely made available for public inspection. Such 
iiifonmation should be afforded confidential treatment under both 47 C.F.R. 8 0.457(d) and 
\$ 0.459. All other appended attachments that contain Confidential information continue to be 
cmered by the confidentiality requcsts!iustifications that were associated with these submissions 
when they were filed previously in WC Docket No. 05-259. 

47 C.F.R. 6 0.457(d) 

Information contained in Attachment A ofthe Grate exxpurte Letter is confidential and 
proprietary to Qwest as “commercial or financial information“ under Section 0.457(d). 
Disclosure of such information to the public would risk revealing company-sensitive proprietary 
financial information. Therefore. in the normal course of Commission practice this information 
should be considered “Records not routinely available for public inspection.” 

47 C.F.R. 6 0.459 

Specific information in A1tachment A is also subject to protection under 47 C.F.R. $ 0.459, as 
demonstrated below. 

Information for which confidential treatment is sought 

@est requests that the information contained in Attachment A be treated on a confidential basis 
under txemption 4 ofthe Freedom of Inforination Act. ‘This information is competitively 
scnsitive financial information which Qwest maintains as confidential and is not normally made 
available to the public. Release of the infonnation could have a substantial negative competitive 
impact on Qwest. The confidential infomiation is contained in the non-redacted version of 
Qwest’s ex parte. which is marked with the following legend: CONFIDENTIAL -NOT FOR 
PUBLIC INSPECTION. 

Commission nrocceding in which the information was submitted 

The information is being submitted In /he hdurler of I ’e /h?i  q/@est Corporutionfbr waiver of 
Depreeiution Kcgula/ion I~i i r .~uon~ to 47  C’.F,K. ,$ 1.3 - WC Docket No. 05-259. 

Degree to which the infomiation in  question is commercial or financial. or contains a trade secret 
or is privileged 

. .- .. . ,.. ~.~ .. . .  .-__.- . . ... . . .  ,. . .~ . 
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fhe financial infomation designated as confidential is coinmercial and fiiiancial information in 
ihe form of detailed data associated with G.4AP depreciation and differences between GAAP 
and regulated dcpreciation data. As noted above. the data is commercially and financially- 
iensitive infomiation which is not normally released to the public as such release could have a 
iubstnntial negative competitive impact on Qwest. 

Degree to which the information concerns a service that is subject to competition: and manner in 
which disclosure ofthe information could result in substantial competitive harm 

r h e  type of competitively sensitive financial information in Attachment A would generally not 
he subject to routine public inspection under the Commission's rules (47 C.F.R. 5 0.457(d)), 
which demonstrates that the Commission already anticipates that the release of this kind of 
information likely would produce competitive harm. Qwest confirms that release of its 
confidential and proprietary information would cause it competitive harm by allowing its 
competitors to become aware of sensitive proprietary financial information regardine the 
operation of Qwest's business. 

Measures taken by Owest to prevent unauthorized disclosure: and availability of the information 
to the uublic and extent of a m  nrevious disclosure of the infomiation to third parties 

Q\hesr has treated and treats the information disclosed in its non-redacted expurte as confidential 
and  has protecictl it from public disclosure to parties outside of the company. 

Justification o f  the period during which Owest asserts that the material should not be available 
Cor nublic disclosure 

Owest cannot determine at this time any date on which this information should not be considered 
conlidential or would become stale for purposes of the current inquiry. except that the 
information would be handled in conformity with general Qwest records retention policies, 
absent any continuing legal hold on the data. 

ruler  infoniiation that Owest believes mav be useful in assessing whether its request for 
confidentialitv should he wanted 

i.:nder applicable Coinmissioii and court rulings. the information in question should be withheld 
from public disclosure. Exemption 4 of the Freedom of Infomiation Act shields information that 
is ( I )  commercial or financial in nature: (2)  obtained from a person outside government; and (3) 
pri\;ileged or confidential. The infomiation in  question satisfies this test. 



" b  

Qwest 
1600 l"'A>enue Koam 291 I 

Spir i t  of  Service'" Philip E. Grate 
Director- State and kdera l  Relations 

Filii12 via courier 

September 6. 2007 

Marlene 13. Dortch 
Secretary 
Federal Communications Commission 
145 12"Street. S.W. 
Washington. DC 20554 

EX PARTE 

Re: In the lVlufter qfPerition of @west Corporalion for Wuiver ofDeprecialion 
Repkition Pursuant to 47 C.F.R. f 1.3 - WC Docket No. 05-259 

Dear Ms. Dortch: 

On July 2 2 ,  2005 Qwest Corporation ("Qwest") filed a petition seeking waiver of the Federal 
Communications Commission's ("Commission") depreciation prescription process in 
accordance with the waiver requirements the Commission established in the USTA 
Depreciati.on Order.' 

On Augusl 3. 2007. Melissa Newinan and Phil Grate. in person: and Timothy Boucher, Betty 
Knapp. Jerome Miller. Jim Jones and Glenda Weibel, by telephone, all of Qwest, and Jim 
Hannon. by phone. representing Qwest, met with AI Lewis: Don Stockdale: Deena Shetler, 
Cindy Spiers, .lay Atkinson. Doug Slotten and Bryan Clopton of the Wireline Competition 
Bureau regarding the above-captioned waiver proceeding and Qwest's January 30: 2007 
amendnient to its depreciation rate revisions. 

During the meeting. several issues were raised. Qwest responds to these issues in Attachment A 
and the various additional attachments hereto. 

Cinccrely. 

si Phil Grate 

In rhe Muller qf 1998 Biennial Regularo~i: Review -- Review of Depreciurion Requirernenl3,for lncumhenr Local 
E.xchunge Curriers. Uiired Slorr.s Tdephonr Association s Petilion,for Forbearonrefion, Depreciurion Regularion 
,!f /'rice c'ap 1.orul Excha,izr Cowiers, Report and Order in CC Docket No. 98-137, Memorandum Opinion and 
Ordcr in ASD 98-91. I 5  FCC Rcd 242 ( I  999) (" L'SsT.4 Depreciofiori Order"). 



ATTACHMENT A 

111 this attachment Qwest responds to questions that arose during its August 3, 2007 
meeting with FCC staff memhers. Many ofthe same or similar questions have arisen in 
pasi nieetiiigs \z.ith FCC: staff since Owest first filed its waiver petition on July 22, 2005. 
17rcquetitly. Owest has responded to such questions in written expurles. In order to avoid 
rcpctition and for the I C C  staff's convenience, Qwest is attaching copies of these prior 
filings as additional attachincnts to this expurre. 

SFAS 143 

Questions 

Nunierotis clucstions arose with respect io Qwest's application ofSFAS 143 to its 
regulated operations, after a grant of Qwest's waiver petition, including: 1) whether 
SI,'AS 143 is inconsistent M i t h  the Commission's Part 32 accounting rules; 2)  whether it 
should be a coi~cerii that SFAS 143 was released after the Cominission adopted its waiver 
requireiiienis in the OSTA Ue~7rcciu1ion Order;' and 3) whether implementing SFAS 143 
Mould allow Qwest to "douhle recover" the cost of telephone plant. 

Response 

SI'AS 143 v. Part 32 

'I'here 11;is never been any question that SFAS 143 conllicts with thc Commission's Part 
32 rules.' llnder SFAS 141. the nomial cost ofrcnioval is charged to expense (ie., at llie 
time ofrcnioval)' while the I'art 32 rules basically require that the cost of removal (less 

' In /he ,hiuliw ,!I I YY8 Riei i i~ iu l  Re&u/or:i, Review ~ R e ~ i i w  ~fDcprrciulivri Rrquiremenlsji,r lncambenl 
/.owl Ewhungc C ' w r ~  
l . )qmcidioi i  Rqidulion ofPrice ( 'ii p Local E . r~~h i i i r g~  Curriers. lleporl and Order iii CC Docket No. 98- 
137. M c i ~ ~ ~ i n d u m  Opiiiioii and Order in ASD 98-91. 15 t:CC Kcd 242 (1999) ("UST,4 Dqweciurion 
Order"). 

"I lies. i t  is  1101 suri>rising t l ia t  the Coniiiiissioii found tliat SFAS 143 "woii ld conllict with tlie 
Conmission's cui-rmt accounting rules" arid notified carriers that they sliould 1101 adopt SI;AS 143 lor  
lederal rcgulolory accoulll ink purposes. See 117 //re ,nolle,' u/Slolernenl ql'b-inunciol Accotmling ,Sl~~ndards 
/Iourd .Siulwvmr ,ff im,n&d Aworrriling Slondurd.$ N o .  113. Accoa,aing,fijr 
Ohi , ,~ol i r~ns.  Order. I 7  FCC Rcd 25552,25552 11 2 (2002). Clearly, in order for a company to adopt SFAS 
14.3 l i ~  regulatory purposes either a riilc changc. Ibrbuarance or a waiver would be required. However, i t  
slioi i ld b e  iioled l l i a l  in i ts I 9YH N01ic.e rifl'roj?osed Rulemaking addressing depreciation, tllc Comlnission 
proposed eliiiiimitiiig net salvage (i c'.. salvage less [lie cost olrcmoval) lion1 die depreciation prescription 
process. , h e  In  /lie ,klur/er o /  1998 Hieniiiui Re,qiilu/ory Rrvirw -- Review of Depreciuliun Requireniei~l.~ Ji?r 
Irrumbcnr Loco1 1 5 c h u n ~ e  (brrrcr\ .  Noticc o f  Proposed Kuleniaking, I 3  FCC Kcd 20542, 20548 11 9 
( IOYX) .  If tlic Coinmission liad acted on this proposal, i t  would have eliminated the curreiil conflict 
between SPAS 14.3 and the Part 32 rules. 

.i .Io tlie extent that a leyal obligation exists 1 0  relliove an assel. S I A S  143 requires I l ia1 the lair value of the 
ohligaliuii bc capitaliLed as p~1-1 of t l ie  carrying value of t l ie  asset and depreciated over l l ie remaining life of 
llle assel .  

Un,,rrI Slafi,.\ 7 'dephne /I.srociotion '.s Peiilion.for Forheoronce from 
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the salcage value) be depreciated over the life of the equipment.' Qwest acknowledged 
this conflict in its waiver petition and requested that the Commission waive 47 C.F.R. 
$$  32.2OOO(y)(2)(ii) and 32.31 OO(c) in order to allow Qwest to adjust its regulatory books 
to agree with its financial books.' As Qwest notes in  its petition, this was necessary to 
satisfy the Commission's first waiver condition (requiring a carrier to  adjust the net book 
costs o n  its regulatory books 10 the level currently reflected in its financial books by a 
below-the-line write-ofl). Also, in order to comply with the second waiver condition 
(requiring that carriers use the same depreciation factors and rates for both regulatory and 
financial accounting purpnses), Qwest must implement SFAS 143 for regulatory 
purposes. 

Timing of Release of SFAS 143 

The fact that SFAS 143 was released alier the Commission adopted its depreciation 
waiver requirements i n  the IISTA Depreciu/im Order should not he a concern. The 
l ! V A  Depwcicrliorz Order. does not set forth specific Part 32 accounting rules that would 
be waived or the specific rules that price cap LECs would be required to follow after 
grant of a waiver. Instead, the Commission concluded that it would be appropriate to 
grant a waiver of its "depreciation prescription process" for a price cap LEC ifthe LEC, 
vuluntarily. satisfied cerhin specific conditiom6 In adopting these waiver conditions in 
its I/S7:1 Deprwio/iorT Order, tlic Commission wils well-aware of the possibility that 
SFAS I43 and other Statement o f h a n c i a l  Accounting Standards under consideration 
might be adopted.' The lact that the Commission established conditions that must be 
satisfied prior to the grant o f a  waiver -- rather than identifying specific rules to be 
\vaived -- provides sufficient flexibility to accommodate continuing changes in GAAP. 
As such. thc fnct that tlie liS7'A D q m ~ i o / i o ~  Order. preceded the adoption of SFAS 143 
does not present a problem and should not he an issue. 

' 47 C.I'.R. 5 32200O(g)(2)(ii) requires companies to accounl Sor the estimated cost o f  asset reiiremenfs as 
part of  t l ie net salvaee estiiiiates included in  (lie calculation of depreciation rates. Actual incurred costs 
associa~ed with the cost o f  reinoval are charged to Account 3 lOO(c). 

' Quest Waiver I'elilioii at 1-3. 9 and Declaratiuii uSR. William Jolinstun ai Aliaclinient C. As 
Mr. Inlinsfon states in  his declaratiun. "Qwesl's proposed waiver request incorporales (lie effects of 
iiiiiiiernus stalenienls o f  Fiiiancid Accoiinling Standards ("SFAS") and Generally Accepted Accounting 
Principles ("GAAI'"') that l iave in01 been adopted for Sederal regulatory accounting purposes including 
SlFAS Nos. 142. 143 and 144." .)oIiiislon Declaration a1 I. Also see. lelters From Ed Henty, Director - 
Fiiianre. Owcrl to Marlene Dol-lch. Secretary. Federal Conitiiiiriiciiliuns Commission, dated April 12,2006 
( s w  AI1acIiineiil C). Juiic I, 2006 (.WE Atlachnient 11) and October 4, 2006 (see Atlaclnnent E). 

" "Specitically, we titid that hucli a waiver iniay be appl-uvrd when an iiicunibeiit LEC, voluntarily, iii 
conjuiictimi uiili i t s  request Sir wiiivel.: (I) ad,justs tlic iiet book costs on its regulatoi-y books to the level 
currenily rellected iii i i s  fiiianciid hrioks by a below-the-line write-ofl (2) uses llie same depreciation 
laclors and rates Sor both regiilatory aiid tiiiaiicial accouiiting purposes: (3) foregoes the opportonity to seek 
iecuver) o f the wi~ite-offtiiroogli a low-end adjustnienl, an exozenons cost adjustment, or an above-cap 
filing.: and (4) agrees IO siihmit intorination conccrning i t s  depreciation accounts, including forecast 
addiiionc and retircnnents Ihr nia,jur network accounls and replacemenl plans for digilal central oflices. 
IFitiaIly, llie waiver rrquesl inus1 rompl\. with secli im I .3 oF the Commission's rules." US7A Uepreciarion 
Order. I 5  FCC Kcd a1 252.53 '1 25 (footnotes omitted). 

- .see id. at 250.5 I 17 20-2 I 
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Qucstiiins about potential "double recovery" 

The iniplenicntation of SFAS 143 for rcgulatory purposes at the federal level, after a 
grant of Qwcst's \vai\jer petition. will not result in "double recovery'' oftelephone plant.' 
'l'liis is truc lor several rcasons. '1.0 begin with. the concept of "double recovery" 
presupposes the application of traditional rate base rate-of-return regulation in which 
1-ales arc cstahlislicd to recover the utility's costs as recorded on its books of account. 
t~:nder price cap regulation tlie link hetween costs and rates is severed. Indeed, the 
wai\;er requirements that tlie Commission adopted in the USlA Deprecialion Order 
restrict waivers of tlic dcprcciation rules to certain price cap carriers. Thus, using SFAS 
14.3 aftcr tlic grant of a depreciation waiver can have no effect on a carrier's recovery of 
costs (iiicluding cost of removal). In  light of the above, it follows that questions 
associated with "double recovery" of costs necessarily presupposc a purely hypothetical 
situation (which does not currently exist and is not likely to exist in the future) in which 
Quest is under rate-of-return regulation at the federal level. 

Moreover. even assuining that Qwest had never gone under price cap regulation in the 
federal .jurisdiction a i d  that Qwest continued to operate under rate-of-return regulation, 
the impleiiieiitation of SI.'AS 143 for regulatory purposcs under the grant of the waiver 
still would not result iii "double recovery" oftelephone plant costs. To tlie contrary, 
undcr rate-of-rcturn regulation the implementation of the waiver w ~ u l d  result in Qwest 
loregoing recovery of an increnient or ernbedded lelcphone plant cost equal to the 
amount of iiet plant Lvritteti-oKat the time the waiver is itnpleinented. For example, if 
the waiver were effective February 1. 2007. the amount ofnet plant for which Qwest 
uuuld lorego I-eco\-ery would he $1 7 niillion comprised ol the lidlowing elc~ncnts~: 

Qwest 118s had iiiirneroiis discussions will] Coiiiiiiission staff on the issue o f  how the adoption orSFAS 
14.3 would all'ect Q ~ ~ s l ' s  regulated books. 111 particular, in i ts November 17. 2006 E x  Parte, Qwest 
directly addressed the possibility olover recovery following the adoption of SFAS 143 and demoiistrated 
that "thcrc i s  110 possihilit> of over i ecwery  by any carrier iii the l'ederal jurisdiction following the adoption 
t i l '  I A S  I43 iii coii.junclion with l l i e  Naiver prescription process." See. letler froni Melissa Newman, Vice 
I'rcsidenr -Federal Re~ulatory. Qwcst. lo Marlene Dortch, Secietary, Federal Corninunicatiwis 
( ' ~ ~ r ~ i i ~ i i s s i ~ ~ i .  dated Nweniber 17. 2006 (sre  Atlachrnenl F). A h  see. letters froin Ed lleiiry, Director- 
Finance. Qwest. 10 Marlene Doricli. Secretary. Federal Cunimunications Cornmission. dated December I, 
2005. Apri l  12, 2006 and Jui ie I, 2006 (see Attachments G, C. D). 

!I 'Thk exaii i l i lc mi15 cotitaiiied in a letter f h n  Philip I:. Grate. Director-State and Federal Relations, Qwest, 
10 Marlciie Oortch, Sucrclary. Federal Cotiitnunications Coiiiinission. dalrd May 30, 2007 (see Altaclimenl 
I I). A iliscussioii ofeacli coiiiponeih i f l l i e  i i e t  plan1 write-off can he Ibund 011 pages I through 3 of the 
Attaclitiient 10 t l i i s  lclter, 



I Ikgin Coiifidentialj 
l$tnillions) 

SI‘AS 14.3 Cost of  Removal Aniount 
Pal-alneters and ’l‘iming Diffcrenccs 
Non-llegiilated Accounts 
C‘ontributimis in Aid of Construction 
Intangibles & Other 
7ota l  I kse rve  Differences 
Iii\~estnient Differences 
Total Net Plant Differences 

[End Confidential1 

I n  othcr words. there would effectively be net plant “write-ona” for 1 )  SFAS 143 Cost of 
r<eiiioval, 2 )  Non-liegulalcd Accounts and 3) lnvestinent Differences. If rate-of-return 
regulation were i n  effect and one were to look only at these “write-on” components in 
isolati~in and ignorc the ovcrell effect of Ihe transaction, one might raise the question of 
whether Qwest would liave the opportunity to recover some or all of these “written-on” 
embedded costs after the implenientation of the waiver. However, again, Qwest is not 
sub.iect to rate-of-return regulation. Additionally, in Qwcst’s case there would also be 
“write-offs” ol’net plant associated with: 1) Parameters and Timing Differences, 2 )  
Contributions in Aid of Construction, 3) Inhngibles and Other, and 4) lnvestinent 
1)iffcrences. Under rate-of-rcturn regulation Qwcst would forego rccovcry o f  these 
“written-ofr‘ costs. As of February 1. 2007, the amount of “written-oW costs would 
cxcccd the aniount of“wriltcn-on“ costs by $1 7 million. Thus, even if Qwest were 
siib,jcct to rate-of-return regulation -- which clearly is not the case -- Qwest would liave 
no opportunity to “douhlc recover” its cost of telephone plant because the “write-offs” 
exceed the “write-ons” described above. 

C‘onsequcntly. il‘thc waivcr were effective February I ,  2007, Qwest ratepayers, even if 
Qwest were under rate-of-return regulation, would receive a net henelit of at least $17 
iniillion because Qwest would be certain to forego any opportunity to recover $17 million 
more of cost than it would have an opportunity to “double recover.”” Attachment n. 
attachcd hcrcto. provides a detailed hypothctical exaniple that further explains and 
illustrates the ;iccounting and rate-ollreturn ratemaking concepts that lead to this 
concl tision. 

IO 

I‘1 l l i ider role-o11rcIurii regilialion Qwcsf would he absolutely cerlaiii lo forego recovery of these costs 
precisely because they are written-oli: Once removed from Qwest’s books by ilie below-the-line write-off. 
l)\vcct woiild no longer liave any oppoilunity to recover them even i t  the Commission were tu  suhjecl 
O w s t  to ~ i k - i ~ f - r c l u r i i  rcgulation at soiiie time i n  the future. 

I ’  It siiould be noled that [lie ai i io i i i i l  u f regula l rd  iiel ieleplione plant cost recoveiy Qwest would rotego 
acliially cxcccds $17 mill ion becaiise lllegin Conlidenl ial l  
n lnc t  plan1 is  nuributablc to non-regulated accounts. Consequently. i l ie aiiiouiit o f  regulated telephone 
plant cost recovery Qwest would forego is  actually IUegin Coiif idenliall 
ISI: i i i i l l ioi i plus luegiii Confideiit iall IEIIII ~ o i ~ l i ~ e i i t i a ~ ~  inillion). 

llliid Conlidentiall inillion ofthe write-on 

lEnd Coiif idei i l ial l  mil l ion 
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Additionally. the Cotiirnission can take further comfort from tlie fact that, i n  the unlikely 
cvent Qwcst were sub.jected to rate-of-return regulation i i i  the filture, the Commission 
would have ample opportunity to identify and take into account any unusually high or 
low lcvels ofrecordcd cosls in regulated results of operations (including costs of removal 
recorded as incurred under SFAS 143). Again, Qwest believes that a reversion to rate-of- 
return regulation is an exlremcly retnote possibility. But, in that unlikely eventuality, it 
would be necessary for the Commission to conduct a comprehensive cost analysis tinder 
nitc-ol-ret~irii ratemaking ptinciples i n  order to establish rates designed to recover 
Qwest's costs. This would include an analysis of all relevant costs used to provide 
regulated scrvices. 

Finally. even though the queslion did not arise in Qwest's August 3, 2007 meeting with 
Commission staff. i t  i s  worth noting that adoption of SFAS 143 for regulatory accounting 
purposes will not result in "double recovery'' of telephone plant costs in Qwest's state 
jurisdictions. First. accounting lor cost of removal is irrelevant except in  states that 
cotitilltie t u  rely on ratc-of-return regulation. Except in such states, double recovery of 
costs is impossible because changes in  cost recognition have no effect on rates. Second, 
;ill state regulatory con~inissioi~s retain unfettered authority under tlie Supreme Court's 
/.ouisi~rr?~r I'uhlic ,Sm~ice ('omn?iv.~iorf decisioni2 to establish the depreciation accounting 
methods to be Ibllowed for intrastate regulatory purposes in their respective states. It 
fiillows that any state coniniissioti can rqject thc use of SFAS 143 for regulatory 
accounting and/or ratetnaking purposes regardless of whether Qwest employs it for I'CC 
accounting purposes. 

I'OLE AII'AC'HMEN'I' RATES 

Oucstion 

01) October 24, 2005. Qwesl liled an expur/e  indicating that Qwest's pole attachment 
rates wwuld change vcry little with a grant o f  Qwcst's waiver petition? Is this statement 
still truc i n  light of Qwest's Ileceinbcr 28:  2006 deprcciation rate revisions (and 
subsequent ainentlmeiits')'~ 

Ilesl,onse 

The state~iicnt is still tiwe hecause Qwest did not change its depreciation rates for account 
241 I .  p(iles. i n  its 2006 Jepreciation rate revisions. as amended.'4 

.Ye<, l.<mi.viw!<~ l'ddic ,Yn.i:iw f~~'~,,,,,,,i,s,~;,,,, 1:. I.(~Y: 476 lJ.S. 355 (1986) )I 

d Iienr?. I)ircctor -1:iii;iiitic. Qwcst  to Marlene Doricl~, Secretar), Federal 
niiiiiiisFion. dated October 24, 2005 (.see Atlaclimerii I ) .  

(.lwcst previously addressed the eiTect the waiver would liave oii pole attacliiiirnt rates i n  lcllers fi-oin Ed 
Henr). Ilirector -Fiiiaiice, est to Marlene l)oitch. Secretaiy. Federal Coiniiiiiiiications Colniiiission, 
dated Septeiiiher 9. 2005 ( Atlaclimelit J): October 24.2005 (see Attachment I); December I ,  2005 (see 
Atlachilielit G): Fcbruary 9. 2006 (.SCC Atlacliiiieiit K): March 6. 2006 (see Attachinent L) and June I ,  2006 
( . s w  Attaclimcnl 0).  

I *  
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UNES AND UNIVERSAL SERVICE 

Question 

Wouldn't it grant ofQwest'7 waiver petition deprive regulators of information necessary 
for calculating LINE rates and llSF support? 

Response 

No. I n  the l/>TlX Dqil,r.ecia/ion Order, the Commission indicated that it would "continue 
to maintain realistic ranges of depreciable life and salvage factors for each ofthe major 
plant accoi~nts.'"~ In this Order. the Coiimiission recognized the importance of 
depreciation irates i n  calculating high-cost support and UNE rates. 
concluded that its ht i r  waiver conditions were sufficient to "guard against adverse 
impacts on consumers and conipetitors" and to "prevent any inappropriate and 
undesirable fluctuations in  high cost support or the rates for interconnection and UNEs 
due to changes in depreciation rates by carriers receiving a waiver ... The Commission 
was ablc to reach this determination because neither the developinelit oflJNE rates nor 
USF support calculations relies on individual company depreciation rates or depreciation 
records. 

In The Commission 

..I7 

1" 

ACCOIINUT 231 1 

Question 

I n  Qwcst's August 2. 2007 ex-purle" i n  the conlidential attachment entitled "Net Book 
IMaiI." why is the Financial Reporting (FR) balance i n  account 231 1 ~ Station Apparatus, 

'' 1 J S ' I ' R  Oepreciotion Order. I S  ICC l lcd a1 257 11 34. 

'"  Id. at 2 5 5 - 5 8  1111 29-35. 

i~~tercontiection and U N I s  due to clianges i n  depreciation rates caused by carriers receiving a waiver, we 
wil l  coiitiniic to i i i a i i i t a i i i  realistic ranges of  depreciable life and salvage factors for each ofthe major 
iiccuiirils. 'I'Iicse r a t ip s  can be relied upon by federal and Stale regulatory coinmissiolis for determining tlie 
iipprupriate deprccialioii lactors lo use in establishing high cost support and interconnection and UNE 
Iirices. ... l ' l i i< ~ ~ r i i l i t i o n  [ I I W  (',vimi.\.\kin k iii/imnuiiun sithmision reqriirenzmrl wil l  assure that any 
iiici-esse iii depreciatiuii expeiise wil l  not have a harmful efTect on consumers or competition in rates 
calckilatetl tisine repoi-kti costs or firrward-looking cost niodels." Id. at 2.57 11 34. 

I'lius, iii ( d e r  to prevent inappropriate arid undesirable fluctuations in Ihigli cost support or the rates for I -  .., 

With resarrl tu tlie calciilatioii ofllniversal Sei-vice High Cost Support see FederolStute ,Joir?/ Uoardon 
<I/  ,So.iiw CC Ilochet No. 96-45, Ninth Keport & Order and Eighteenth Order 011 Keconsideration, 

I-CC 0'1-306 (rrl. Nov. 2, IYWJ stid I-rderoIStotr Joint R o w d  on ilniversal,Service, Forward-Looking 
M e r <  lioi?i.si~ijLr IiigIi-C'ml ,Suppwi./iw .No~i-rrrni/ LECY. CC Ilockels Nus. 96-4.5, 97- 160, Report & Order, 
IbCC 'IY-304 (rel. Nov. 2, l V Y 9 J .  

''I l,etler lroii i  I'liilip E. Grate. Director -.State and Federal Relations, to Marlene Dortch. Secretary, Federal 
('oiiiiiniiiicatioiis Coniniisuion, d;wd Augusl 2, 2007 (see Atlaclimerit M). 

I" 
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for coluniii "h" (entitled "Rescivc") a debit wlicn all other balances in colun~n "b" are 
cither zero or a ci-edit'? 

Kesnonse 

Account 2.7 1 1 is a component account oftlie rate category "Other Terminal Equipment" 
\vliieh also includes account 2362. For Finm~cial Reporting (FR) purposes Qwest reports 
the rate category, 1101 the individual accounts that coinprise it.  Consequently, Qwest does 
not rcpcir1 account 23 I I .  Station Apparatus. separately in its cxtcrnal financial reports. 

Is'or FI< accounting purposes. Qwest records depreciation expense to the accumulated 
depreciation iiccount ("reserve") of only the largest plant account within a rate category. 
('onscquently, Qwest records all depreciation expense for the rate category "Other 
Tcrininal Equipment" to the reserve lor account 2362. For FR accounting purposes, 
Qwest records no depreciation expense to the reserve for account 231 1. I lowever, Qwest 
dehits retircment transactions to each individual plant account. So retirements in account 
23 1 1 are dchitcd to the reserve for account 23 1 I and retirements in account 2362 are 
debited to the reserve lor account 2362. 

Because retirement transactions hooked to the reserve for account 231 1 arc debits, and 
because tin depreciatinn expense is booked (credited) to the reserve for account 23 1 1, it 
has il dehil halance wliich is rcllccled in colunin "h" ofthe attachment entitled "Net Rook 
Iktail" to Qwest's August 2: 2007 rxpcrrre. If accounts 231 1 and 2362 were comhined 
011 the "Net Book Detail" nttachnient (as they are for FR reporting purposes) the resulting 
r rsewc would liave ii riornial ( i . ~ . .  credit) balance. Specifically, the investment balance 

halance would he a credit of Ilkgin ConfidentialJ l ib [End Confidential]. 
woiild he n dchit d IBegin Confidential] 

A(:CIJMCiLAI'EU UEPKECIA'I'ION ItESERVES 

Question 

Why ai-e sonic o1'Qwcst's dcpreciation rcscrvcs on its FCC books i n  excess of service 
Val tic'? 

Resimisc 

As olJanuel-y I .  2006. Qwesl's reselves exceeded service value2' i n  a total or51 different 
;iccounts spread across Qwest's 14 states.22 111 total, the aniount or reserves i n  excess of 

2 0  

'nd Confidential] and the reserve 

id 

In i leprcciali i i i i  accouiiling. llir leri i i  "service val~ir"  is the aniount ofdepreciation required to fully 

:,I 

:I 

deprcciiite t l ir inve t t i r imt  in  i t i i  accoiinI. It is an sinuuiit equal to 100% ( i . c ,  gloss investment) plus tl ie cost 
ol'reii i iwal (pcrccnlapc less tlie salvage percentage mult ip l ied by gross i i ivestnirnt. 

-. Addi l io i ia l ly .  i t  sliould he noled Ilia1 as of.laiiuary I, 2006, Qwest Iiad reserve deficiencies that larpely 
offset l l iesc exces? rcservt's. 

". 



.. 
scrvice value was $60.0 million:’ Iiowever. it should also he rioted that the depreciation 
rate ch~uiges that Qwest filed in  this proceeding did not give rise to depreciation reserves 
i t ]  excess ofservicc valuc. The cxccss reserves existcd on January 1, 2006, before the 
cl fcct  of Qwest’s depreciation rate revisions. 

A variety of fictors that preceded Qwest’s 2006 depreciation rate revisions contributed to 
the exislencc of cxcess reserves. Qwest‘s excess reserves were largely due to the 
following 1-casons: I ) transfers between 2) the effect oftransferring assets 
l’roiii .jurisdictions with higher service value ratios to jurisdictions with lower service 
w l u e  ratios: 3)  the timing of when depreciation accruals are “turned-off> for different 
investment accoui~ts: and 4) the timing of the receipt of salvage and the incurrence of cost 
ofrcnioval. 

Ofthc $60.0 million of excess reserves as of January 1,2006, $30.15 million was in 
reserves for account 2232. Circuit Analog, in 1.3 stales. These excesses arose when 
Quest transferred assets from Circuit Analog accounts to other accounts. A large part of 
excess reserves associated with account 2232 was the result of a Qwest error which was 
discoiwed in May 2007 and subsequently corrected.15 Another $24.65 million of the 
total cxcess reserve as o f  January 1.2006 was in tlie reserves of account 2124, General 
I’urpose Computers. in  five slates. ‘l’hese excesses arose in 2003 and 2004 and were the 
rcsu l t  of‘ the timing of wlieii depreciation accruals were “turned-off” for this account in 
these states. Qwest reviews its reserve levels quarterly and discontinues recording 
depreciation at the end o f  any quarter in which the reserve level is at or above service 
value. I n  thesc five states. tlie reserve levels grew beyond service value in-hetween 
cluartei-ly reviews. When tlie excesses lirst arose. they totaled [Begin Confidential] 
I End C‘onfidential] inillion and have declined as Qwest adds computcr investment. 

”. 
I’ Vwesl i ioles tl ial as of August I, 2U07, oiily 34 of Ihese accou~its wese oves service value by a total of 
lilrpiii Coiifiideiitiall lEnd Ceiilideiitiall iiiillion. 

Wlicii a carrier transfers an asset lroii i  one account lo another, it transfers the gross iiiveslment iii tlie 
asset and an associated incsenient o f  depreciation reserve. Because Qwest uses inass asset accounting ror 
depreciation (and. therelore, dors 1101 keep depreciation records on individual assets). tlie aninunt of 
depreciation reserve to be tfiiii?f?rred inust be calculated. ‘ i l l i s  calculation uses a ratio ofthe aiiiouiit ofthe 
gi~isr ii ive~tnieiit in the accoiiiit to ( l ie aiiiniiiit ol t l ic  rescrve for the account (reserve ratio). 

111 l ~ d i ~ s l e r r i i ~ g  Circuit Analog equipiiient. Qwest‘s depseciation syslein erroneously used a reserve ratio 

7.1 

25 

Ihr Circuit DIIS instead of tlir reserve ratio fnr Circuit Analog. The reserve ratio For Circuit D D S  was 
siiialler l l iai i the reserve ratio for Circuit Analog. Consequently, when Qwest transferred Circuit Analog 
equil i i i iei i t .  the amount ofreserve ~raiisfersed with i t  WdS less than it should have been. The insufliciency 
left  iiiore reserve i n  the Circuit Analog accounts t l im there should liave been. Qwest discovered this error 
diirine a r n i c w  oftt ic excess reserws in Circuit Analog in May 2007 and secosded correcting eiitries in 
June 2007. 
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COMl'ARAHIL17'Y OF DEI'KECIATION DATA 

Question 

Won'l B grant ol'Qwest'\ depreciatioii waiver make it more difficult to compare industry 
depreciation data'? 

Response 

No inore so  tltain i t  already is. First and foremost, it must be acknowledged that only a 
small iiuinber uftclecommunications scrvice providers are subject to the Commission's 
depreciation rules. Under current FCC rules, the Commission does not prescribe 
depreciation fbr LECs except for  dominant incumbent LECs with annual operating 
rcvcnucs or $1 34 million or 
VolP providers and other tclecoiiimunicati~~~s service providers arc nut subject to the 
Coinmission's deprcciatioir regulations. Therefore, comparing Qwest's regulated 
depreciation data with the data available [rum a small subset of all the companies that 
provide ~elecommunica~ioiis services in the United States is unlikely to provide any 
uselul inf(miiation for Commission policy setting purposes. 

Fiirtlicrntore. since the adoption of price cap regulation for the largest ILECs i n  1991, 
there lias been intitcli less need h r  the Commission to re\,iew depreciation data and this 
has heen rrllcc~cd in h v e r  Coinmission prescriptions and other orders affecting 
dcprccintion rates. In 1994 tlic Coinmission established basic factor ranges ( L E . ,  life and 
salvagc Factor ranges) fur 22 plant categorie~.~' I n  1995 the Commission adopted values 
Cor the hasic Pactor fiingcs for eight additional plant categories and simplified procedurcs 
l'ur the remaining categories.'* Since then, the Comniission has updatcd a value for a 
hasic factoi- range h r  only one plant calegory, digital switches, and that was almost eight 
ycars ago. I~he Coiiimission last issued a depreciation prescription order for Qwest 
nearly ten years ago. I'hc Coinmission last issued a depreciation prescription order for 
any LEC in August of2000." So Car as Qwest is aware, no carrier except Qwest lias 
I-cportcd reviscd dcprcciation iralcs undei- 47 C.F.K. 5 43.43(c) iii this decade. 

C'LECs, IXCs, cable companies, wireless companies. 

2,' , 
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I'he almost conipletc absence olsigiiilicant Cotnmission and industry activiiy with regard 
to depreciation accounting for so many years casts a decp shadow of doubt on the need 
for the C'oniniission to continuc to regtilate the depreciation processes ofa  small number 
ol'conilianies. The longstanding inattention to regulatory depreciation accounting 
rcndei-s the carricrs' financial reports a inore consistent and a far Inore comprehensive 
source oftlepreciation inlorniation, because they are issued on a consistent basis (GAAP) 
by all providers of ielccommc~nicatio~~s 

Ilwn with a grant of Owest's petition. Qwesl will be required to submit "certain 
information about network retirement patterns and niodernizalion plans related to their 
p!ant accounts so (hat we [thc Commission] can maintain realistic ranges of depreciable 
l ire and salvage factors [or eacli of the major plant accounts.'+ 

ACCOUNTS 2212,2232 AND 2423 

@w+tioii 

Assuming @est had no1 changed its depreciation rates on its FCC books effective 
January I ,  2006. what explains the d 
FCC hooks and its Financial Reporting (''FR") books as of .lanuary 1_ 2007 for Qwest's 
three largest plant accounts -- Accounts 2212-digital switched equipment, 2232-circuit 
aid 2423-buried cahlc'! 

rences in net plant balances between Qwest's 

Itesimnse 

II'Qwest had not revised its depreciation rates in  2006, the diKerences as ofJanuary 1,  
2007 between Qwcst's FCC books and its FR books for accounts 221 2 and 2232 would 
liiivc hccti almost cxclusively due to para~ncter'~ dill'erences and timing differences" 
associated with Qwest's ICC and FK depreciation rates. Qwest changes its FK ( i . ~ . ,  
GAAI') depreciation rates annually to reflect the effect of the passage of lime on 
remaining life calculations and reserve levels and to update lives and survivor curves. 
l'rior to its 2006 depreciation rate revision. Qwest's most recent FCC depreciation rate 
ciiangc occurreci i i i  1 WE i n  conjunction with the triennial depreciation review process.36 

/in,i,wd l'o.cenriigcs rifDe/,ri.i.iurioii pwxrwnr IO rhe ('o,nniuiiicurions Acr o/ lY34, L I S  umeiwlc.d,/iir: 
I eriz,,n /iuwiiir. /nco,porulrd, I .cvi:on Norrhwe.~~.  /wor/mr.oled, Meiiiorandum Opinion and Order, I S  
1rc-c llcd I62 14 (2000). 

Coiiipanics' linzincial rcporis are l i lcd with l l ie Securities and Exchange Commission and are subject to 

lIS7:~l L ) q ~ w ~ ~ f o r , o i ~  Order.. 15 I C C  Kcd at 256 11 3 I 

ii 

ilte stricluves oSCiAAl' and Siirbanes Orlry and tlie scrutiny oSanriua1 audit by independent auditors. 
7 7  

"' Dclireciatiori p:inmieters arc csfiiiiates used ill tlie developiiieiit o f  depreciation rates. There are three 
"parameters" that arc used in the deprcciation nile calculation; llic estimated life. the estimated survivor 
liiittrrii (Curve Slizipe) and an estiniaie 0ffuture net salvage. 
7 %  'T iming dil'Tcrciices" relcr to Iiow ti.etlueiitly Qwest changes its FCC and IX depreciation rates. 

I" SE<' / )? , , r<~<~l<f l i~ in  hlO&O, I D  I:(:<' I k t l  0221 
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1:or iiccount 2423. huried cable. approximately 65% of the dirference would have been 
due to diffcrences between the treatment oftlie cost of removal on Qwest’s I T C  books 
and its 17R hoolts ( i . ~ .  the impact of SFAS 143) and 35% would have been due to 
parameter and timing differences. 
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()west Corporation 
W C  Docket No. 05-259 Depreciation Waiver Petition 

Attachment B 
Rate-of-lieturn Hypotlietical Exaniple 

Assuniing rrr.,qurrido. that Qwcst were still subject to traditional rate base rate-of-return 
rcgtilation at Ihc fcderal level’ and such rate-of-return regulation continued after a grant 
o f t l i e  waiver, it still would not be possible for Qwest to double recovei- the embedded 
cost of its rclcptioiie plant providcd tliat Qwest records a below-the-line write-off of net 
plant iii order to comply will1 waiver condition ( I  ) . 2  Following is a discussion o f a  
liypolhctical cxamplc to illustraie this point. 

~ n r  purpose’s 01  tliis exainplc, tlie following r21cts are assurned:’ 

With these assumed facts the depreciation expense recorded under Part 32 and resulting 
net plant are as follows. 

Part 3 2  Scliedule of Depreciatioii Expense Year 3 Year I Year 2 Year 4 Year 5 Year 6 Total 
I k p r  Eup attrihulable to gross iiivesliiieiit $200 $200 $200 $200 $200 $200 $1,200 

I k p r  Exp aitributahle to cost of rriiioval $30 $30 $30 $30 $30 $30 $180 
l ~ o t n l  Depreciatioii Expeiisc $223 $223 $223 $223 $223 $223 $1,338 

I k p r  Fsp ;ittril)utsble to salvage value ($7) ($7) ($7) ($7 )  ($7 )  ($7 )  ($42) 

(iross i i ivcst i i ic i i t  i i i  plant $1,200 $1.200 $1.200 $1.200 $1,200 $1.200 
Accuiiiiilaled lleprrcialioii $223 $446 $669 $892 $ 1 . 1  15 $1,338 
Net I’lnnt (Gross l i ivesliiieiit - Acc I k p r )  $977 $754 $531 $308 $85 ($138) 

Nolc l l i i i l  at llie end 01 year six ;ind hefore removal of the plant, the total depreciahn 
experisc and the halance iii l l i e  irccumulated depreciation account in the hypothetical 
cxiiniplc are both $1.338 even tliough gross investiiient i n  plant is only $1,200. This is 
hecause under PaIt 32, I; I80 of depreciation expense has been accrued For the estiinzited 

1 -  
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Qwest Corporation 
WC Docket No. 05-259 Depreciation Waiver Petition 

Attaclmient B 
Itate-of-Heturn Hypothetical Example 

cost of rcnioval and $42 of negative depreciation expense has been accrued for the 
estimated salvagc value. If and when the p1;inl is removed, the salvage received will be 
crctlitcd to tlie accuniiilated depi-eciation account and the cost of removal wil l  he charged 
to the nccumulatcd depi-cciation iicco~int as shown below. 

Halancc Gross Cost of Total 
at end of Salvage I7eiiioval alier 
Year 5 Received Paid Removal 

Gross iiivestinciit iii plant $1,200 9; 1,200 
Ace u in u lated Depi-ec ia t i on $1,338 $42 ($180) $1,200 
Net I'lant (Gross Iiivestiiieiit - Ace I k p r )  ($138) ($42) SIX0 $0 

I n  tlie unlikely event (but as assumed i n  the hypothetical example above) the salvage 
rcccived und the actual cost of reinoval are exactly as estimated, the net plant balance will 
be ZCI-0. I1 i i o t .  the nct plant balancc will almost certainly be somethiog niore 01- less than 
z,ero. One of Ihe in her en^ weaknesses of accrual accounting for salvage and cost of 
reinoval is the (act thal it is based on estiiiiates that are almost inevitably inaccurate. 

By comparison, and with tlie same assumed facts as described above, the depreciation 
cxpense recorded Lindei- GAAP and I-csulting net plant are as follows: 

GAAP Schedule of Dcurcciatioi! 
kxpcllse ~~~ Year I Year 2 Ycar?  Ycar4 ~~ Year 5 Total 
I k p r  l i sp  attributable to gross iiivestiiieiil $240 $240 $240 $240 $240 $1,200 

LJepr Exp attriixikihlc tu cost o1 reiiioviil 

'I'olal I)cprccintioii Expciisc $240 $240 $240 $240 $240 $1,200 

I k l i r  Esp ;ittrihutahle [I) salvage value $0 $0 $0 $0 $0 $0 
$0 $0 ___ $0 $0 $0 $0 .. 

( i r m s  iiivcstinciil i l l  ~ i l a i i t  $1.200 $1,200 $1,200 $1,200 $1,200 

Net I'ltint (Gi-oss l i i~est i i ic i i t  - Acc I k p r )  $960 $720 $480 $240 $0 
Acc h I I I 111 I a I ed I)cprcc ia I ioii $240 $480 $720 $960 $1,200 

Note h i t  under GAAP, 110 depreciation expense is acci-ued for the estimated cost of 
reinoval and 110 ncg;~tive depreciation expense is accrued lor the estimated salvage value. 
When plant is removed, l l ie salvage rcceived will be credited to inaintenance expense and 
tlic cost ol  reniwal will he ch;irgcd to iniiiinteiiance expense. 

'1'0 uint ini ic the hypotlictic;il exainple, i t  is assumed that at the end 01 year threc the 
carrier iniplcmeiits a waivcr otilie Coniiiiissioii's depreciation prescription process and 
~ O I I V C I - I S  froiii Part 32 accounting lo GAAP accounting, including SFAS 143. I t  i s  furthe1 
assumed that iindcr SFAS 133, 110 accruable asset retirement obligalion (AKO) exists 
and. [lierelore, no accrual li)r cost 01 rcnioval is warranted. 

2 -  
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Qwest Corporation 
WC Dockel No. 05-250 Depreciation Waiver Petition 

Attachment I3 
Rate-of-Return Hypothetical Example 

The following shedu le  sets l’oi-th a hypothelical example i n  which the carrier, io 
I-ompliance with waiver condition (I ) records a $5 I below-the-line net plant write-olf in  
order to make its gross investment and ;iccumulated depreciation halances after 
i i i ipleii ienlation of the waiver Ihe saint‘ as they are for GAAP purposes. 

Ciross Iiivestineiit 

Accuinulaled depreciation associated 
nilli Gross Iiiwstiiieiit 
Accuinulatcd llepl-eciatioii associated 
with salvage value 

Acciimiilated I3eprecialion associated 
~ i t l i  Cmt of Reiiioval 

‘ I  (,Val Acciimolatcd Ikpreciatioii 

FCC Book I’CC and 
Balance at end GAAP Book 
of year three Below-the-Line Balance 
immediately Write-off at iinmediately 

before Waiver time of Waiver after Waiver 
implementation iinpleinentation implerne~~ta~ion 

$l,200.00 $1,200.00 

$600.00 $ 120.00 $720.00 

($21 .00) $2 I .OO $0.00 

$90.00 ($90.00) $0 00 

$669.00 $5 I .00 $720 00 
.- 

Net Plant (Gross Inveslineiit less Total $53  I .00 ($5 I .(IO) $480.00 

I n  this hypothetical exaiiiple, tlic 1111-ce elements ol  the $ I62 net plant wi-ite-off are as 
ioiiows: 

$1 20 nct plant “write-ofl” associated with depreciation on gross iiivestinent 
$2 I net plant “writc-ufI” associated with negative depreciation for salvage 
$90 net plant “write-on” iissociated with depreciation for cost of removal 

7‘he Ibllowing tuhle conipares the amount of cost recovery opportunity Lhe carrier is 
presunied to liwe under rate-ol’-return regulation under the baseline assumption that Part 
32 is c k c t i v e  lbr 811 six years and under the assuniptioii that the waiver is granted at the 
end of year three with ii $51 below-the-line net plant write-orf. 

- 3 -  
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Attachment I3 
Ilate-uf-l<eturn llypotlietical Example 

Yrar Year Year Year Year Year Re- 
CostKccovery iiiider I ' a a  I 2 3 4 5 6 moval .I'otal 
Depreciation allribiilahle to gross iiivesliiieiit $200 $200 $200 $200 $200 $200 $1,200 
Ikpreciation altributzible to salvage value ($7) ($7) ($7) ($7)  ($7) ($7) ($42) 
Depreciation attributable to cost of reiiioval $30 $30 $30 $30 $30 $30 $180 
Cos1 recovery opportiiiiit) $223 $223 $223 $223 $223 $223 $0 $1,338 

Year Year Year Year Year RC-  

Cost Kecovery with Waiver at  end of Year 3 I 2 3 4 5 nioval Total 
Depreciation attributahlc to gross investment $200 $200 $200 $240 $240 $1,080 
Lkpi- or Maint I:xp attrihutahle to salv value ($7) ($7) ($7) $0 $0 ($42) ($63) 
Uepr or Maiiit Exp attributable to COR $30 $30 $30 $0 $0 $180 $270 
Cost recover? opportimity $223 $223 $223 $240 $240 $138 $1,287 

'The schcdulcs show that thc cost recovery opportunity wider the Part 32  scenario is 
$1.338 while the cost recovery opportunity under the waiver scenario is only $1,287. 
Thus: the waiver scenario represents a net of $51 less cost recovery opportunity than does 
the I'art 32 scenario. 'Hie coniponents of thc  $51 difrerence are set forth in the following 
sehcd111c. 

cost 
Kecoveiy cost 

Opportunity Recovery cost 
IJndcr Opportunity Recovery 
Waiver Under Par1 Opportunity 
Scenario 32 Scenario Difference 

I l e ~ ~ r e c i a t i o n  allrihutahle to gross iiivesliiieiit $1,080 $1,200 ($120) 
Depr or Maint IExp attrihulable to salvage value ($63) ($42) ($2 I) 

Cost irecovery opportuiiit~ iinder cost-ot-service $1,287 $1,338 ($51) 

IDepr or Maint Exp attrihutable to cust ol'renioval $270 $180 $90 

The schcdule sliows thal. notwithstanding the $90 "write-on" of net plant associated with 
the cost ofrenioval, i t  is n o t  possible -- evcn under lnte-of-return-regulatioii -- lor the 
cai-rier to d w h l e  recover the embedded cost 01' its telephone plant because i t  has recorded 
a $5 I below-the-line wrilc-olT of I ICI  plant in compliance with waiver condition ( I  ). 
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4pnl  12, 2006 

Ms. Mariene H. D o i ~ c l i  
Secretary 
Federal Communications Commission 
Room TW B-201 
435 12''~' Street. S.W. 
\+'ashin$in. DC 20554 

Re: In ihe Vu/rer of lJeiii;on ( f l ) w r s /  Ciiryorution,fbr 1Vuiver of Depreciu/ion Reguiurion 
Pur.suu!ir io  4-  C.,F.l<. 9' 1.3 ~~ \VC Docket No. 05-259 

Ucar MS. Doncli: 

On .luly 22. lO(15 Q ~ e s t  Corpciration ("@vest") filed a pctition seeking waiver oftlie Federal 
C o i l i i i i t i i i i c ~ i ~ i [ i t i ~  Comniission'i ("Commission") depreciation prescription process in accordance 
I\ itii the wai\.er requirements llic Commission estahlislied in the MI4 Deprcciurion Order.' 
'TIK purpwx oriiiis leticr i b  to  addi- 
ILtt-tiicr consideration oEQwest's petition. First. why Qwest has requested waiver of' sections of 
the I1an 22 rules in  addition to those sections that  specifically apply t o  Qn\:est's depreciation 
t-atts. niethods and practices. A reiated issue is whether the relieithat Qwesi is requesting is 
hroader tliati that  contemplatrd by the Commission in the L'STA Depwciurii~n Order (? . e . .  when 
i t  cstabiished the conditions i h a ~  intic1 he met by price cap carriers in ordei- for the Commission 
to u:ii\e i l s  dcpreciation prescription process). Second. ho\v can allowing Qwest to adopt 
St i temenrs of Financial Accounriiig Standards ("SFAS") 142, 14.3 and 144 for regulatory 
;tecnunting piti-poses bc rccunciled \A itii Ihe Commission's csisting Part 32 rules and Orrlei.,~. 
These SFASS w r c  issucd alier the Conimission's I S % 4  Dq~reciurioii Ordcr- and the 

certain issues that miziit arise during the Commission's 



Commission subsequentl!, issued 0ider.v on SFASs 143 and 144 instructing carriers not to adopt 
these SFASS hecause the! conflicted with tlie Part 32 accounting rules.' 

1 ,'7]'4 / j(>nrpciu/i  on Order 
Qwest's wi i iwr  petition is limited to the relief ineccssary to satisfy the conditions that the 
C'oininisrioii established in t l ie  1 
f l e~~rcc iu~ ic~ i i  Order does not identify the specific rules that would be waived if a price cap local 
excliange ciirricr ("LEC"). such as Qwest. satisfied t l ie Coinmission's waiver conditions. 
Instead. the Commission yenerally refers to granting a u.aiver of its "depreciation prescription 
process" and fiicuses on the specific conditions that must he satisfied4 

. .  

:4 l>eprcciuiioii Order and no more.' The C'STA 

Specificall!. we [the C'ommission] f ind that such a waiver may be approved when 
an incunibent LEC. voluntarily. in conjunction with its request for waiver: 
( I ) ad,justs the iiet hook costs on its regulatory books to the level currently 
reflected in its f inancial books by a belo~-the-line write-off: ( 2 )  uses the same 
depi-eciation factors and rates for both regulatory and financial accounting 
purposes: (i) foregoes the opportunity to seek recovery of the write-off through a 
l o w e n d  ad.justiiien1. an e x o y i o u s  cost adjustment: or an abovc-cap filing: and 
( 3 )  agrces to submit inforination concerning its depreciation accounts, including 
forecast additions and retirements for major network accwnts and replacement 
plans for digital cenlral offices. [Footnotes omitted.Is 

Tlius. rathei- 11iaii identifying spcciiic rules. the Commission established specific requirements 
i l i a  imiist he satisfied f o r  waiver -- implying that a l l  rules necessary to satisfy these conditions 
\\;auld hc \ \a ivcd  in addilion to ali riilcs specifically addrcssing the Commission's depreciation 



iprescl-iption process. Tiia is wh! Q \ w s t ' s  petition has the appearance of being broader than a 
request for wi\w of the Cornmission's "specific" depr-ecia~ion rules. However. Qwcst's petition 
docs not ask for wai\.er of.an!. additional Part 32 rules othcr than those necessary to satisfy the 
Commission's rcquircnients i n  the C5'7:4 Depr-c~iafior.r Order ( i . e . ,  conditions (1)-(4) quoted 
ahirve~.  

Of particular importance in identif!h?p the specific Pair i? rules that need to he waived in order 
t o  satisr! the Coinmission's xaivei- requirements is condition ( 1  1. above. which requires that net 
book cost be the same on both a carricr's regulator>! and financial books. Qwest identified the 
r d e i  necessary to satisfy condition (I) in prior cx partes.' These rules are listed in the attached 
iahle. Without waiver of these sections it is impossible to satisfy tlie Commission's requirement 
that net book cost h e  the same on C)\~est's regulated and financial books at the time of the waiver 
and going foward. 

Of equal importance. is the Commission's requirement that a LEC use tlie sanie depreciation 
fiictoi-s and rates for both regulatory (;.e.. Part 3 2 )  and financial accounting purposes (;.e.. 
condition (2) aho\.ej going I'onvard. While this rcquirement would appear to he self-evident in 
an!. naiver of tlie Commission's depreciation prescription process. it does have sigificant 
implications resarding thc scope of the Part 32 rules that need to be ibaived: as noted below. 

_.___ sms 142 
I tic Commission lhas nor issued an order concei-ning adoption of SFAS 142 on 1kCs '  regulated 
hwhs i i o I  is @vest aware of an!' L t C '  irequesting that it he allowed 10 adopt SFAS 142 tbl- 
regulator\, ;iccounting pui-poses. SI-AS 132 addresses liow goodwill and other intangihle assets 
that arc acquired are accciunted for on a cotnipany's financial books. 'I'lnere is no question that 
SF.4S 142 directly conllicts x i th  Pait 32.  Section 32.2007 requires amounts identified as 
"good\t,iil" lo he amortized on a straight-Iinc basis over the remaining life of  the acquired plant' 
v\hi le SFAS 112 does not a l l o n  goodwill to he amortized but rcquires that it he evaluated 
a i i n u a l l ~  for possible impairment." Despite this conflict bctwecn SFAS 142 and Pari 32, it is of 
l i t t le. i f  a n y .  importance at the present w i t h  rcpard to Quest's pendins waiver because Qwest 
(;(I.. Qvcest Corpoi-ation. tlie refulated entity) does not have any good\vill 011 its hoolis. 
such. Qwest is no1 anioi t i r in~ goociwitl i n  accordance with Section 32.2007 llor will it be 

.. . 

10 A s  

' Scc ex parte Iettet-5 iiom Ed Henr \ .  Qwest. to hls. Marlenc ti. I h i ~ c h .  Federal ~ o r t u i i u n ~ c a t ~ c ~ ~ l s  
Ciiinmis5ion. vI;C Dockcr N o  !)5~-259. dated Apri! 5 .  2006 and August 12. 20(15. 

:\ continuing waivel~ c~fthcse sections is necessary to ensure that net hook COSIS 1-eniain in  

37 C.F.R. .32.2007. 

Statement ofl~innncial Accountin2 Standards No. 142 at 6 and I?. 

ayccincnt soiiig inrv,vat-d. 

i;ao-4ui.u , f; l<n,~ll-g l ltif, f& 
8 , .  

.SCP Owest petition at t i .  I I 



cvalttating any good\hill amounts for impaii-iiient, as is required by SFAS 142. if Qwest's waiver 
i s  yantrd.  However. uaiver o f  Section 32.2007 is necessary to ensure that net book costs on 
Q\~.est ' i  rcsulawd hooks continue to agree with its financial books going forward. Furthermore. 
\\ni\.er o f r l i i s  rule eliminates any potential conflict between SFAS 142 and Part 32. 

SF,\S I43 and 144 
' l ' l ie Commission has issued Orders finding that SFAS I43 and 144 conflicted with its Part 32 
accounting rules and notified carriers that they "shall not" adopt these SFASs for federal 
regulator) accounting purposes "unless the Commission specifically requires adoption" of SFAS 
147  and 144 in the fuiui.e." 

Si.4S 143 confiicts Ivitli Pait  -32 i n  the following ways. Section 3220OO(g)(2)(ii) requires 
companies to acco~int for the cost of asset retirements as pait of net salvage estimates included in 
t l ie  calculatior of depreciation rates while costs associated with cost of reinoval are charged to 
Account 3100(c)." Under SFAS 143, the not-mal cost ofremoval is charged to expense. In 
addition. to the extent that a legal obligation exists to remove an asset. SFAS 143 requires that 
tlie Fair val~te o f i h e  obligation be capitalized as part ofthe carrying value ofthe asset and 
depreciated oyer t l ie I-emaining life of the asset. SFAS 143 effectively lowers depreciation rates 
going fonvai-d but results in higher expenscs since the cost ofremoving an asset will be expensed 
:it the l i m e  of rcnioval (and will ino longer be included in depreciation rates). Thus waiver of 
Section ?3.?OOO(g)(l)(ii) is necessary if Qwest is going to comply with condition (2) above and 
ttw the same depreciation rates foi- regulatory and financial accounting purposes. 

lindcr SF.4S 143. cost orrctnoval and any otliei- rerirement obligations will be recognized when 
:he! w e  incurred. Qwesi's overall costs \iill not change u i t h  :he adoption of SFAS 143 -- i t  is 
sitnpl! a timing difference. B> far. the larsest impact of SFAS 143 will be the one-time 
ad,iusrment at the date of adoptinn." Howrver. waiver of Sections 322000(g)(2)(ii) and 
.32,?lOO(c) is nrcessai-y i f  Qwest is going io keep inel book cost on its regulated books in 
agreement uith its financial hooks. 

"SF.4S KO. 144 requires c,onipanies I O  recognix an impairment loss when the carrying value of 
i t i i  asset i\ tint rccovcl-ablc froin tindiscounted cash flows"" while Section 32.200O(d)(i) requires 

.. 


